Introduction

"The President's Council on Jobs and Competitiveness was created to […] ensure the competitiveness of the United States and [advise the President] on ways to create jobs,
opportunity, and prosperity for the American people." www.whitehouse.gov, accessed August 21, 2011 .
Policy makers in the United States and in many other countries frequently invoke competitiveness as a central objective of national economic policy, even though they often disagree about the ways to achieve it. Many academic researchers, in contrast, have expressed skepticism about the term itself (Krugman, 1994; De Grauwe, 2010) , partially due to some policies that are put forward to promote competitiveness (e.g., currency devaluation, 'strategic' industrial policy). A major problem is the different definitions of competitiveness that abound in the literature (Boltho, 1995) . While policymakers often link competitiveness to objectives such as "jobs, opportunity, and prosperity" (President's Council on Jobs and Competitiveness, 2011), many definitions of competitiveness commonly used have at best an indirect connection to overall national economic performance.
In practice, there is a dichotomy in how policy makers think about competitiveness: On the one hand, competitiveness is associated with qualities that enable a high standard of living (e.g., a country like Sweden is prosperous because of its high competitiveness). On the other hand, competitiveness is associated with locational attributes that drive growth, (i.e., a country like China is competitive because of its low quality-adjusted cost of labor). Being an attractive location for investment affects prosperity indirectly and over the long run.
This paper first develops a novel definition of competitiveness that ties directly to economic performance and encompasses the full range of factors that shape national prosperity, and especially the influence of public policy and business practice.
We define foundational competitiveness as the expected level of output per working-age individual given the overall quality of a country as a place to do business. This definition goes beyond the expected level of productivity per employed worker, because prosperity is ultimately rooted in the ability to both achieve high productivity as well as mobilize a high share of the available workforce. By considering the expected output of all potential workers (i.e., all working age inhabitants of a location), this definition captures both influences on prosperity.
Using our concept of foundational competitiveness, we can then define a related concept, global investment attractiveness, which we define as the gap between a country's foundational competitiveness and its current factor costs. An attractive location is one which provides low factor costs compared to potential productivity (Porter, 2006) . International investment and trade flows will be influenced by global investment attractiveness. Locations with higher attractiveness should be able to grow more quickly than peer locations with similar competitiveness but higher factor costs. Over time, this can support prosperity growth if enables foundational competitiveness to improve as well.
We build and estimate a model to explain foundational competitiveness across countries.
Our framework (Figure 1 ) distinguishes between the role of macroeconomic and microeconomic influences on competitiveness. Macroeconomic factors set general conditions that create opportunities for higher productivity but do not directly link to company productivity and labor mobilization. We incorporate two broad dimensions of macroeconomic competitiveness, building on the economic development literature. First, social infrastructure and political institutions (SIPI) is defined to include basic health and education, the quality of political institutions, and the rule of law. Over the last decade, a number of influential studies have identified such institutions and their long-term impact as a critical source of differences in productivity (and, ultimately, prosperity) across nations (e.g., La Porta et al., 1998; Hall and Jones, 1999; Acemoglu et al., 2001; Rodrik et al., 2004; Glaeser et al., 2004; Caselli, 2005) . The second broad dimension of macroeconomic competitiveness is monetary and fiscal policy (MFP), which includes measures of fiscal sustainability and debt and inflation policies for managing short and medium-term fluctuations of economic activity (see e.g., Fischer, 1993) .
From a policy perspective, SIPI and MFP are generally set or heavily influenced by the national government.
Microeconomic determinants of competitiveness are very different. Moving beyond the broad institutional factors, microeconomic competitiveness is focused on specific attributes of the national business environment (e.g., whether business regulation enhances or inhibits investment and growth), the organization and structure of economic activity (e.g., the extent of local rivalry and the extent of agglomeration spillovers from cluster development), and the use of sophisticated business management practices (e.g., whether firms use incentive pay). Porter (1990) was among the first to focus specifically on the role of the microeconomic factors in shaping aggregate productivity and national prosperity. A significant body of empirical evidence now emphasizes the role of microeconomic policies, structure and practices in national and regional economic performance (among others, Dertouzos, et al, 1989; Saxenian, 1994; Porter, 1998 Porter, , 2003 Bloom and van Reenen, 2007; Bloom et al., 2009; Freeman and Shaw, 2009; Delgado, Porter, and Stern, 2010) . Relative to the strong historical dependency of the aggregate institutional factors emphasized in the macroeconomics literature, policymakers (and even private sector leaders) have significant latitude to strengthen microeconomic competitiveness by enhancing the national business environment, enabling cluster development, and improving the sophistication of company operations and strategy.
Our empirical approach to test this framework utilizes a rich dataset including more than 120 indicators of macro-and microeconomic competitiveness available across 130 countries, covering the 2001 to 2008 period. Data is drawn from a mix of public sources (e.g., the Doing
Business indicators of the World Bank) as well as the annual Executive Opinion Survey of the World Economic Forum (WEF). Building on the literature on composite indicators (Kaufmann et al. 1999 (Kaufmann et al. , 2008 OECD, 2008; Høyland et al., 2009) Unlike much literature, our focus is not on validating the importance of individual indicators, but on the influence of unbiased estimates of the overall microeconomic and macroeconomic environment on output per potential worker. Since our measures of the microeconomic and macroeconomic environment are based on a large number of policy and input indicators, our approach reduces the endogeneity concerns that would arise if we were attempting to pin down the causal impact of a single policy or institution on competitiveness.
Additionally, to account for the potential ability of more prosperous countries to adapt more advanced policies (such as better business practices and more effective environmental policies),
we control for country endowments, historical institutions, and we consider both cross-sectional and fixed effects approaches to estimation. 1 We find significant evidence for the positive and separate influence of SIPI, MFP, and the microeconomic conditions on national competitiveness. Consistent with prior studies, institutions (SIPI in our model) positively influence national output per potential worker.
However, we find that microeconomic conditions have a strong positive impact as well, even after controlling for current institutional conditions. We then take into account historical factors that might influence contemporary conditions, building on Acemoglu et al. (2001) . We find that the microeconomic conditions have a positive influence on competitiveness even after controlling for historical institutional conditions and incorporating country fixed effects (which offer a broader measure of a country's unobserved legacy). Current institutions and macroeconomic policies seem largely endogenous to historical legacies. Overall, the findings strongly suggest that contemporaneous public and private choices, especially those that relate to microeconomic competitiveness, are an important driver of country output per potential worker and, ultimately, prosperity.
Finally, our framework allows us to assess both the foundational competitiveness of individual countries and their global investment attractiveness. Using the estimated coefficients of MICRO, SIPI and MFP, we compute an overall competitiveness score for each country and year, which provides an estimate of each country's competitiveness compared to peers and over time. The relationship between the estimated competitiveness and (labor) costs provides a measure of the current global attractiveness of countries as investment locations. This analysis provides important insights into the economic trajectory of individual countries. Countries with high global investment attractiveness (i.e., low factor costs relative to competitiveness), such as China and Singapore, have grown rapidly. Conversely, countries with low global investment attractiveness (high factor costs relative to competitiveness), like Greece, Italy, and Spain, have found their prosperity to be unsustainable.
The paper is organized as follows. Section 2 develops our definition of foundational competitiveness, relating it to the previous competitiveness literature and the wider literature on cross-country differences on prosperity and growth. Sections 3 to 5 discuss our approach to estimating a new model of competitiveness based on this definition: Section 3 explains the data, Section 4 discusses the empirical framework, and Section 5 discusses the main findings. Section 6 presents findings on the foundational competitiveness and global investment attractiveness of individual countries, and a final section concludes.
What is National Competitiveness?
The term competitiveness is used in a bewildering variety of ways, both in the policy community and in academic research. Some equate competitiveness with the ability to achieve certain overall outcomes, such as a high standard of living and economic growth. Other definitions focus on the ability to achieve specific economic outcomes such as job creation, exports, or FDI. Yet other definitions see competitiveness as defined by specific local conditions such as low wages, stable unit labor costs, a balanced budget, or a 'competitive' exchange rate to support a current account surplus. These different views of competitiveness have confused the public and scholarly dialogue, and have obscured the development of an integrated framework to explain causes of cross-country differences in economic performance.
The evolution of the competitiveness debate has oscillated around three ideas: market share, costs, and productivity. When the term competitiveness first gained prominence in the 1980s, the public debate in the United States was dominated by fears about the seemingly unstoppable rise of the Japanese economy. Competitiveness was associated with lower labor costs and policies that helped companies gain market share in the global market place (and to "beat" foreign competitors). Here, competitiveness was a zero-sum game: a country could only improve its competitiveness at the expense of another country.
The research on strategic trade/industrial policy published during the 1980s (Krugman, 1986; Spencer and Brandner, 2008; Lall, 2001) seemed to suggest that countries could increase their welfare by achieving leading market positions in sectors characterized by, for example, high economies of scale, through the use of targeted government support. Further research questioned the welfare benefits of such profit-shifting policies (Porter, 1990; Krugman, 1994) .
However, the underlying view that competitiveness is reflected in a country's market share in certain strategic industries lives on in the notion of "industrial competitiveness" (e.g., see UNIDO, 2009) . 2 And it continues to influence policy action, for example in China's efforts to capture market position in solar energy and telecom products through heavy government support.
High market shares can indeed be a symptom of underlying advantages of a location, but can also be achieved through targeted and distortive subsidies. Thus, high market shares in specific sectors are neither the ultimate objective of economic policy nor the root cause of overall economic performance. Instead of focusing on the performance of individual sectors, more recent studies have examined country-and region-specific patterns of related industries and trade composition as an important corollary of successful economic development (Hausmann and Klinger, 2006; Delgado, Porter and Stern, 2010b; Lin, 2011). 3 Another view of competitiveness focuses on measures related to a location's costs. Work on cost competitiveness has various interpretations. Low labor costs (compensation per hour, per employee) are seen as a sign of competitiveness leading to lower unemployment, higher exports and higher FDI. Other studies examine the relationship between (labor) costs and output.
Unit labor costs are often used to evaluate whether a country's balance of payments is likely to be sustainable (e.g., European Central Bank, 2008) .
The naïve interpretation of competitiveness as low costs, especially low wages, is clearly misguided if prosperity is the policy objective. Similarly, unit labor costs can be in line with sustainable external balances at many different levels of prosperity and economic performance.
They provide a relevant diagnostic for the functioning of specific markets, but do not constitute a root cause of competitiveness that underpins economic performance.
In response to these misconceptions about competitiveness, Porter (1990) , together with organizations like the Council on Competitiveness, refocused the debate towards the notion that competitiveness is what underpins wealth creation and economic performance (Porter, 1990; Aiginger, 2006) . Using this perspective, competitiveness becomes tightly connected to productivity. This is validated by a large literature that identified productivity as the central driver of cross-country differences in prosperity (Hall and Jones, 1999; Lewis, 2004) . Various sets of factors have been proposed to explain cross-country differences in productivity (Hall and Jones, 1999; Porter et al., 2008 , Fagerberg et al., 2007 . A range of indicators in the WEF's 2 These studies define competitiveness as having strong market positions in strategic industries, as measured by a nation's export intensity or the value added per capita in manufacturing or high-tech industries. 3 These studies suggest that the emergence of new economic activity in a location and the diversification of exports are linked to the presence of related economic activity in the location.
Global Competitiveness Report and the World Bank's Doing Business ranking have been developed to capture many of them. Policy documents such as the OECD's Growth Agenda (OECD, 2005) and the European Commission's 2020 strategy (EC, 2010) are largely based on this productivity-focused approach to competitiveness.
Defining Foundational Competitiveness
Building on these lessons, we propose a new definition of competitiveness that relates directly to prosperity, is comprehensive in its coverage of the underlying drivers, and focuses on factors that can be changed through policy. We define foundational competitiveness as the expected level of output per working-age individual given the overall quality of a country as a place to do business. Both the productivity of employed workers and the ability to employ a large share of the available labor force influence overall prosperity. The large variation in labor productivity of active employees across countries is widely known, and strongly related to the variation in GDP per capita (See Figure 2) . But there is also large variation in labor mobilization.
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Focusing on working-age population (versus total population) allows us to distinguish between competitiveness conditions and purely demographic factors. Our definition of competitiveness thus broadens the notion of productivity used in prior work, and encompasses the full range of productivity-enhancing factors amenable to policy action that shape prosperity.
The Determinants of Foundational Competitiveness
Having defined foundational competitiveness, the challenge is to identify a comprehensive set of contemporaneous drivers of the expected output per potential worker, with a focus on those amenable to change through policy actions. A significant number of research streams have emerged in the literature, to explain cross-country differences in prosperity, with numerous candidates identified. We offer an integrated framework that incorporates the full range of factors. These can be grouped into two main areas: macroeconomic and microeconomic (See Figure 1) . Endowments influence prosperity but not the underlying productivity, and cannot be changed through policy. Hence we introduce endowments in our framework as controls.
4 Figure 2b offers some evidence that there is large variation in labor mobility even among countries with high labor productivity. This suggests that, while these two outcomes are positively related, productivity improvements not always translate into better labor mobilization.
Macroeconomic competitiveness
Macroeconomic competitiveness is driven by a range of institutions, policies, and public good investments that set the context for an entire economy. Social infrastructure (a term introduced by Hall and Jones (1999) ) and political institutions define the broader context in which productive economic activity takes place. A number of studies have found a significant long-term relationship between the nature of institutions and prosperity (Acemoglu et al., 2001; Hall and Jones, 1999) . Particular aspects of institutional quality that have been carefully examined include the rule of law (La Porta et al., 1998) , the presence of property rights (De Soto, 2000) , the quality of governance (Kaufmann et al., 2008) , and the impact of corruption (Mauro, 1995; Shleifer and Vishny, 1991) .
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Education, health care, and public safety are other aspects of the overall social infrastructure necessary to enable productive economic activity (Sachs, 2005) . If large parts of the population have limited basic reading and writing skills, their ability to actively participate in the economy is severely limited. If the presence of malaria or an HIV/AIDS epidemic means that large segments of society must concentrate on sustaining their basic health, there is little hope for them to become productive (Lorentzen et al., 2008; Weil, 2007) . The presence of war, civil unrest, and high levels of crime can also undermine the opportunities for productive business activity. However, empirical support for a strong relationship between security and productivity is limited (Stone, 2006) .
The other aspect of macroeconomic competitiveness, monetary and fiscal policy, is the focus of much public debate (Fischer, 1993) . While it has a clear impact on short-term economic activity, the literature finds only weak effects on long-term productivity differences. This is largely because differences in the quality of monetary and fiscal policy are well explained by differences in institutional quality (Acemoglu et al., 2003) . Another measurement challenge is the identification of clear benchmarks of 'good' monetary and fiscal policy. There is, for example, a broad policy consensus on the need to achieve low inflation (Goodfriend, 2007) , but moderate levels of inflation do not seem to limit long-term productivity (Levine and Renelt, 1992; Temple, 2000; . Similarly, "normal" levels of debt seem to be sustainable, with only very high levels of debt (~90% of GDP) reducing growth (Reinhart and Rogoff, 2010) .
The same ambiguity exists for the overall level of government spending. Within normal parameters, the overall size of government (and implicitly the level of taxes) is less important than how taxation is structured and the way government spends money (Johansson et al., 2008) .
Microeconomic competitiveness
Microeconomic factors are those that have a direct influence on company productivity and labor force mobilization. The policy literature often makes a distinction between inputs (often from government investments) and incentives (competition, openness) as drivers of higher productivity.
Porter's work combined these and other dimensions of the national business environment (NBE)
into one integrated framework, adding the quality of local demand conditions and the presence of the related and supporting industries (Porter, 1990; . Because of their graphical representation, these four areas have collectively become referred to as the Diamond.
Factor conditions (quality and quantity) have long been seen as affecting company creation and productivity. Physical infrastructure clearly plays an important role in productivity, though there remains debate about the size of its effect (Calderon and Serven, 2004; Garcia-Milà et al., 1996; Gramlich, 1994; Aschauer, 1989) . Efficient access to capital is important for companies to make the long-term investments needed to raise productivity levels (Ang, 2008; Aghion et al. 2007; Levine, 2005; King and Levine, 1993; Rajan and Zingales, 1998) . The quantity and quality of workforce training, higher education, managerial education, and research in an economy all have a positive impact on prosperity Krueger and Lindahl, 2001; Gennaioli et al. 2011) as does the broader institutions and policies supporting innovation (Furman et al., 2002 Fagerberg, 1988 Escribano and Guasch, 2005) . The quality of administrative practices, such as low costs of starting a business, is another important input to business productivity and new business formation (Branstetter et al., 2010; World Bank, 2010a; Ciccone and Papaiouannou, 2008; Conway et al., 2005; Nicoletti and Scarpatta, 2003) .
Company productivity is also strongly related to the set of incentives and rules that govern local competition. High levels of competition on local markets are crucial for high performance (Carlin et al., 2005; Lewis, 2004; Porter and Sakakibara, 2004) . The vitality of competition affects the entry of new firms, the exit of underperforming old firms, and the performance patterns across existing firms (Bloom and van Reenen, 2007; Bloom et al., 2009; Nickell, 1996; Syverson, 2004 Megginson and Netter, 2001) . Labor market policies are clearly important for the productivity of companies as well as for labor force mobilization, but there remain significant disagreements about the role of specific policies (OECD, 1994; Nickell and Layard, 1999; Busso, Gregory and Kline, 2010; World Bank, 2011) .
Openness to international competition, via trade and investment, enables a nation to improve local productivity, expand the most productive local industries, access more advanced knowledge and technology from abroad, and expose local companies to higher levels of competitive pressure. Evidence of the positive influence of trade on the transfer of knowledge and firm innovation in a country has been established by several studies using firm-level data, including MacGarvie (2006), Branstetter (2006) , Bernard et al. (1999 Bernard et al. ( , 2007 , among others. The empirical literature on the impact of openness on long-term differences in country-level productivity and growth, however, offers mixed results. A number of researchers have found a positive relationship between openness and prosperity (Alcalá and Ciccone, 2004; Baldwin, 2003; Dollar and Kraay, 2003; Frankel and Romer, 1999; Sachs and Warner, 1995) or identified the role of trade as a means to tap into other countries' knowledge stock (Coe and Helpman, 1995) . But other authors are more skeptical and attribute these findings to the specific data and econometric approaches (Rodriguez and Rodrik, 2000) .
Demand conditions have received far less consideration in the economic literature. The business literature has for some time suggested that stringent local regulation that anticipates future changes and opportunities in other markets can encourage companies to innovate and build profitable international market positions. These new regulatory induced technological opportunities can provide direct productivity benefits that companies may have otherwise neglected (Esty and Porter 2005; Porter and van der Linde, 1995; Jaffe, 1995; Porter, 1990; Linder, 1961) .
Another dimension of the business environment that directly influences companies' productivity is the presence of clusters of related and supporting industries. Clusters are geographic agglomerations of companies, suppliers, service providers, and associated institutions in a particular field, linked by externalities and complementarities of various types (Porter, 1990 (Porter, , 1998 . The presence of strong clusters enables companies to achieve higher productivity and raises regional performance (Feldman and Audretsch, 1999; Glaeser and Kerr, 2009; Stern, 2010a, 2010b) .
Finally, the quality and sophistication of company operations and strategies (COS) of enterprises operating in a country, including production practices, marketing, organizational practices and extent of internalization differs significantly across locations Bloom and van Reenen, 2007) . Thus differences in productivity across countries arise partly because of the managerial sophistication of local firms. Though clearly the productivity of an economy is the sum of the productivity of firms in the economy, such internal managerial influences have received scant attention in the economic literature. Recent analyses reveal significant differences in managerial sophistication even across countries with broadly similar institutional and business environments (Porter et al., 2007; Bloom and van Reenen, 2007; Freeman and Shaw, 2009; Delgado, 2010) .
Endowments
Every nation has endowments, which are inherited and given. Prosperity is affected by these endowments directly, for example by the sale of natural resources. For our empirical analysis, then, we need to control for the effect of these endowments when estimating the role of competitiveness for economic performance. The economic value of endowments will be affected by policy choices countries make. A competitive nation is one which enhances the value of endowments through a better environment for business. However, endowments such as natural resources can have a direct positive effect on total output, they can also erode competitiveness by corrupting political institutions and distorting economic policy choices (Arezki and van der Ploeg, 2007; Gylfason et al., 1997; Papyrakis and Gerlagh, 2004; Sachs and Warner, 2001 ).
Prior studies have suggested geographic location, natural resource deposits, and country size are endowments that affect prosperity. A country's geographic location can affect the ease with which it can trade, for example, through access to a long coastline for shipping or proximity to large markets (Gallup et al., 1998; Boulhol et al., 2008) . Geography can also influence the prevalence of diseases and colonization patterns, which affect historical and current institutional conditions. Country size can attract FDI to access the local market and enable economies of scale in areas like R&D to be exploited (Romer, 1990) . Larger countries might more easily attract investments, even if they are not more competitive. However, empirical studies find that small countries enjoy greater openness than large countries or find no evidence of benefits of market size after controlling for the role of institutions (Hall and Jones, 1999) .
Defining Global Investment Attractiveness
We have explained so far foundational competitiveness, which focuses on the level of prosperity that is sustainable at a point in time. Another aspect of competitiveness that plays a significant role in the public debate is the ability of a location to attract investment. Investment inflows influence economic dynamism and growth, even if they are not in any simple way related to prosperity. We define global investment attractiveness to examine these dynamics.
Global attractiveness is a location's foundational competitiveness relative to the cost of factor inputs. This concept measures whether a country's cost levels can be supported by its underlying competitiveness (Porter, 2006) . Countries with low factor costs relative to foundational competitiveness (e.g., China) will be more attractive for investment and should experience more rapid growth, while countries with high costs (e.g., Greece) relative to competitiveness may find sustaining levels of prosperity challenging. As a measure of the gap between competitiveness and factor costs, global investment attractiveness is a diagnostic for understanding the dynamics of foreign direct investment, international trade patterns, and potentially pressures on exchange
rates. In open markets, the imbalances between costs and foundational competitiveness should disappear over time, with wages adjusting up or down. But labor market structures in many countries can allow such imbalance to persist over time, making differences in global attractiveness an important empirical feature of international competitiveness.
Data
The literature reviewed in the previous section suggests a large number of factors that affect competitiveness and are amenable to policy action. For an empirical estimation of competitiveness, robust cross-country data on these factors is necessary. Over the last several years, the scope of available country-level data has significantly improved, especially data on different aspects of microeconomic competitiveness. We utilize the full range of data now available to compute our measures of microeconomic and macroeconomic competitiveness (SIPI, MFP and MICRO), using a rich dataset with more than 120 indicators across over 130 countries and covering the 2001 to 2010 period.
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In addition to traditional public sources of data, we employ survey data from the Executive Opinion Survey (EOS) of the World Economic Forum. Starting in 1998, the EOS Survey began to include a broad range of microeconomic indicators that allowed for the year-byyear measurement not only of the macroeconomic environment but also the microeconomic conditions shaping business practices in individual countries around the world (Porter, 1998b; 2003) . We are able to exploit these data, and use ninety-two EOS indicators, covering most Countries have on average 80 respondents per year, with larger countries having a higher number. The average rate of response across countries is around 40%. To compute representative country-year averages for each indicator, individual responses are aggregated using a sector-weighted average (see Browne et al., 2008) . 7 We also use 29 hard data (and survey) indicators from other internationally recognized data sources to compute our main measures of microeconomic and macroeconomic conditions, including the World Bank Governance Indicators (Kaufmann, Kraay, and Mastruzzi, 2008) Table A1 for the specific indicators sourced from these databases). The use of hard data indicators helps reduce concerns 6 The data used for the estimation of the competitiveness model covers 130 countries for up to 8 years (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) ; and 2010 data is used to assess the current competitiveness of individual countries based on the estimated model. Each indicator included has a significant relationship to GDP per potential worker. 7 Sector-weighted country averages takes into account the contributions to a country's GDP of each of the four main economic sectors: agriculture, manufacturing industry, non-manufacturing industry, and services. See Browne et al. (2008) for a detailed explanation of the weighting mechanism. Sector-weighted country averages are computed for all years but 2002 (respondents' sector is missing that year).
about measurement error and the potential bias of Survey data. Finally, data on employed population is sourced from the Conference Board Total Economy Database, and the labor cost per hour in US$ (both pay and non-pay costs) from the Economist Intelligence Unit.
Empirical Framework
We define a step-wise process to aggregate the indicators into novel competitiveness categories including MICRO, SIPI and MFP, building on the recent literature on composite indices (Kaufmann et al. 1999; OECD, 2008; Høyland et al., 2009) . We then specify a comprehensive model of output per potential worker as a function of MICRO, SIPI and MFP. Figure 3 shows an overview of the different microeconomic and macroeconomic categories included, and Table A1 reports the individual indicators within each category.
Categories are organized hierarchically and sum to the final competitiveness score.
Variable Definitions
Our model explains national competitiveness, defined in terms of the expected level of output per potential worker, based on the overall quality of the microeconomic and macroeconomic environment. The best measure of output per potential worker that is widely available across countries and over time is the (log of) GDP adjusted for purchasing power parity (ppp) per working age individual (15-64 years old). 8 The average output per potential worker is approximately 22,000 international dollars (ppp) in our sample of 130 countries (see Table 1 ).
Output per potential worker encompasses both output per employed worker and mobilization in a country of the working-age population. In the analysis we estimate how our competitiveness model relates to each of these components. The labor mobilization ratio is defined as the employed population to working-age population ratio. The average labor mobilization ratio in our sample is 0.66. Output per worker (labor productivity) is measured as GDP (ppp) per employed person, averaging 35,000 (based on 108 countries).
In our sensitivity analyses, we also examine output per capita ((log of) GDP (ppp) per capita) as an alternative dependent variable. This is an overall measure of national prosperity.
Output per potential worker is linked to, but distinct from, prosperity. Prosperity is also influenced by demographic factors (variation in the population dependency ratio) that are not part of competitiveness.
Measuring the Determinants of Competitiveness
Our empirical framework is based on a two-step aggregation of individual indicators into composite measures covering MICRO, SIPI and MFP. First, to synthesize data from multiple related indicators that measure the same conceptual category (e.g., SIPI), we compute a factor score for each category using factor analysis (FA) -specifically principal component factor analysis. 9 As discussed below, the precise details of this aggregation are distinct for each of our main explanatory variables (MICRO, SIPI and MP). Second, we regress these variables on output per potential worker to determine our main empirical findings and to compute the overall competitiveness scores for individual countries.
Microeconomic competitiveness.
The two main categories of microeconomic competitiveness (MICRO) are the sophistication of company operations and strategy (COS) and the quality of the national business environment (NBE). NBE in turn is divided into four components: factor conditions, context for strategy and rivalry, supporting and related industries (that includes the state of cluster development), and demand conditions (See Figure 3, and Porter (1990 and Porter ( , 2007 ). 10 The MICRO variable deliberately includes a large number of indicators to facilitate competitiveness assessment of individual countries. While the different microeconomic subcategories and indicators are correlated the strengths and weaknesses of individual countries' 9 Within a category there are numerous individual indicators that are highly correlated and related to the underlying phenomenon to be measured. The FA method provides a weighted average of the (standardized) indicators. This is a method often used to aggregate indicators when there are no strong priors on their relative weights (see e.g., Kaufman et al., 2008; OECD, 2008b) . In most cases, the allocation of individual indicators to categories is clear. For a few indicators, allocation to categories requires a judgment based on the indicator's primary effect, and its relatedness to other indicators within a category. For example, primary education is allocated to SIPI; and the quality of more advanced levels of education is allocated to the NBE (microeconomic competitiveness). We view primary education as a broad indicator of the ability of individuals to participate in society, and a foundation on which skill and further education impact productivity. Another case is trade barriers were indicators such as the average tariff rate on imports, are allocated to NBE. Trade barriers are a direct determinant of the competitive pressure from foreign companies. Taxation effectiveness is also allocated to NBE since is a direct incentive effect on firms, even though it also has a relation to fiscal policy. We have tested these choices statistically and found the rankings and scores are highly stable to re-categorization of specific indicators. 10 Some areas of COS and NBE are further differentiated into narrower subcategories to better align with a policy area. For example, under factor conditions, indicators are grouped by logistical infrastructure, communications infrastructure, administrative infrastructure, capital market infrastructure, and innovation infrastructure (See Figure  3 and Table A1 ).
vary widely, calling for country-specific policy priorities. We use a two-step FA procedure to aggregate a mix of 86 hard data and Survey indicators of microeconomic competitiveness (See Table A1 for a list of the indicators). First, a separate factor score is computed for COS and for each component of the NBE. 11 Second, these five components are aggregated using FA into an overall score for MICRO. 12 The resulting MICRO variable has a mean of zero and standard deviation of one. This two-step approach avoids a bias towards those areas of microeconomic competitiveness for which more indicators are available. We test that the MICRO variable (and its sub-categories) is robust to the random exclusion of individual indicators, further validating our analysis (see discussion in Section 6 and Table A4 ).
The MICRO variable uses a large number of survey-based indicators (71 EOS versus 15 hard data indicators). There may be respondents' bias and measurement error, such as overestimating the quality of some indicators in countries with a positive economic outlook (see Delgado, 2010 Table A2 for a summary of the FA analysis. We retain the primary factor for each aggregation (each explains more than 50% of the variance). We also test that the indicators are well grouped based on their low individual uniqueness and the Cronbach's alpha reliability coefficient of the indicators aggregated. The Cronbach's alpha is greater than 0.93 for each of the five factor scores, indicating that the indicators group very well. Finally, we also test that the scores of COS and each of the NBE components are robust to the random exclusion of individual indicators (this test is discussed in Section 6 and illustrated in Table A4 ). 12 We retain one factor that explains 93% of the variation (see Table A2 ). Table A4 ). Table 6 ). Indicators within the neutral zone receive the maximum score; otherwise we compute the deviation from the neutral zone on a log scale. 16 The MFP score is then computed using a standardized average of the (standardized) indicators with an equal weighting of the monetary and fiscal scores. 17 14 We retain the first factor that explains 64% of the variance. The Cronbach's alpha reliability coefficient for the SIPI aggregation is 0.98, confirming that the indicators group very well (See Table A2 ). 15 We use moving averages to capture persistent weak macro policy indicators (e.g., continued high inflation). For each indicator, say inflation, the moving average is computed as 0.5*inflation t-1 +0.3*inflation t-2 + 0.2*inflation t-3 . 16 The indicators get a score of zero in the neutral zone and minus ln(1+ deviation from neutral zone) otherwise. Our results are robust to changing the neutral zones and to using a simple (versus weighted) average of the indicators. 17 A weighted average with 0.5 weight for inflation and 0.25 for each fiscal indicator. The standardized average is computed excluding Zimbabwe since it is a large outlier. We do not use FA because we only have three indicators and they do not group well.
Estimating National Competitiveness
The microeconomic environment (MICRO), social infrastructure and political institutions 
We estimate equation 1 using OLS and cluster the standard errors by country. We are interested in the short-term effect of MICRO, SIPI and MFP on country output per potential worker. 18 In the empirical analysis, we use various lag structures for these variables to examine their medium-term impact as well.
To properly estimate the effect of these variables on output per potential worker we control for endowments. Controlling for endowments allows us to distinguish between "inherited" output and output "created" by the underlying competitiveness of the location.
Drawing on prior studies, we include three types of endowment indicators: natural resources, geographical location and market size (See Table 1 ). The model controls for natural resources wealth by using (log of) per capita unprocessed natural resource exports in the prior year (Ln unprocessed exports pc).
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The percentage of land area within 100 km of ice-free coast/navigable rivers is used as a control for locational quality (Location). 20 The size of a country is controlled for by including (log of) population size in (Ln population). Second, as countries achieve higher levels of prosperity, they could be able to afford to invest in better microeconomic conditions. For example, more prosperous countries may invest in better business schools or adopt more effective environmental policies. While we cannot eliminate the potential for such bias entirely, our approach and data significantly mitigate such concerns. First, our analysis directly controls for the underlying endowments, historical legacies, and macroeconomic environment of each country. Second, we observe significant variation in MICRO across countries with broadly similar levels of development (See Figure 4) . Finally, our analysis includes estimates that rely both on cross-sectional variation (where such concerns may 20 The literature also examines the impact of being close to the equator as a locational influence, and as a proxy for exposure to tropical diseases. We recognize this potential, but measure instead the policy responses (e.g., health system effectiveness) in SIPI. 21 While our main measure of MICRO is based on a mix of Survey and hard data, we also use an alternative variable MICRO Doing Business that only includes hard data, and so it won't be subject to potential Survey respondents' bias towards the expected economic performance of the country.
be more salient) as well as fixed effects estimates. We believe that our estimates provide instructive evidence about the role that the microeconomic environment plays in shaping competitiveness across countries and over time. Table 2 presents our main results on the relationship between output per potential worker and individual categories of competitiveness, controlling for endowments. We first examine the role of the macroeconomic environment (Social Infrastructure and Political Institutions (SIPI), and Macroeconomic Policy (MFP)) in model (2-1). We find that macroeconomic competitiveness, especially institutional factors (SIPI), has a positive impact on country output per potential worker. This is consistent with prior work on the role of institutional factors in explaining productivity (e.g., see La Porta et al., 1998; Hall and Jones, 1999; and Acemoglu et al., 2001 ).
Findings
In (2-2) we examine the effect of microeconomic competitiveness. We find a positive and robust relationship, even after controlling for endowments. This positive effect could be due to the influence of the quality of institutions on the quality of microeconomic conditions. We expect SIPI to influence, but not determine, MICRO since sound institutions create a context for more sophisticated management practices. To examine whether the microeconomic environment has a separate positive influence, model 2-3 estimates our baseline model. The coefficient of MICRO declines with the inclusion of SIPI, but the effect remains significant.
While prior research on productivity and growth has tended to focus on the role of macroeconomic competitiveness, our results strongly support a distinct and important role for microeconomic competitiveness. All broad categories of competitiveness are statistically significant and important, even after controlling for the others. The MICRO, SIPI and MFP variables are standardized, and so we can easily compare the magnitude of their effects. The coefficients of SIPI and MICRO are of similar magnitude (a standard deviation increase in these variables is associated with an approximate 30% increase in output per potential worker), and significantly larger than the effect of MFP.
Regarding the impact of endowments, across all the specifications, natural resources wealth (Ln unprocessed exports pc) and direct access to maritime transportation (Location)
variables have a positive impact on output per potential worker. Consistent with other studies (e.g., Hall and Jones, 1999), we do not find evidence of a separate positive effect of country size (Ln Population).
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The main results are robust to a wide range of sensitivity tests. Model (2-4) shows that our main findings are robust to the random exclusion of countries and years. We implement bootstrap analysis using a random sample of countries and randomly dropping up to one year in each simulation. 23 For each simulation we estimate model (2-3). We then compute the median bootstrapped coefficient of MICRO, SIPI, and MFP (and their standard errors) based on 1,500 simulations. Model (2-4) shows that the median bootstrapped coefficients are not significantly different from those in model (2-3), reinforcing our findings. In model 2-6, we use output per capita as an alternative dependent variable measured by (log of) GDP (ppp) per capita. Output per capita and output per potential worker are highly correlated, but distinct since countries vary in their population dependency ratio (how many young people and older people depend on people of working age, and so in the overall prosperity that existing workers can support. Model 2-6 shows that our results are robust to using output per capita, further emphasizing the link between our competitiveness variables and prosperity.
So far we have focused on the contemporaneous effect of microeconomic and macroeconomic conditions on output per worker. In the empirical analysis, we also explore various lag structures for SIPI and MICRO (not reported). The results are robust to using 3-year 22 The endowments explain around 60% of the variance in output per potential worker. In the sensitivity analysis we drop the smallest (less than a million people) and/or largest countries (more than a 100 million people), and find that the estimated coefficients of MICRO, SIPI, MFP and of the endowment variables change little. 23 Countries are sampled with replacement using a blocked re-sampling approach where each draw is a country across years. 24 The results in model (2-3) are also robust to a number of additional sensitivity tests such as including additional years of data (2009 and 2010); dropping outliers (smallest and largest countries), and considering alternative MP definitions (based on simple versus weighted average of the indicators). In all these specifications the coefficients of MICRO, SIPI and MP change little.
moving averages for SIPI and MICRO and are also robust to using two/three year lags. 25 These findings suggest that changes in microeconomic and institutional conditions have both a short and medium-term impact on country competitiveness, though we expect the lag and magnitude of the effect to vary for individual policy actions and countries.
Finally, in model 2-7, we include country fixed effects to fully control for country heterogeneity (in terms of geography, endowments, historical institutions, etc.). While we need to be cautious in interpreting these results due to the short panel of eight years, microeconomic competitiveness continues to matter though its coefficient declines. In contrast, the coefficients of SIPI and MFP become insignificant. Institutional conditions in a country may be more persistent, and so, their impacts get confounded with the country fixed effects.
Historical legacy. Some important recent studies show the very long-term impact of institutions on cross-country prosperity differences. Most notably, Acemoglu et al. (2001) finds that the mortality rates faced by European settlers in colonized countries during the 17 th -19 th centuries can explain more than 25% of the variation in the quality of current national institutions. They find that the quality of current institutions (instrumented by European settler mortality) positively impact country prosperity.
While our endowment variables (and the country fixed effects) should capture some unobserved historical factors that correlate with current output per potential worker and institutional conditions, we more directly examine the role of historical legacies in Table 3, where we use a sub-sample of 59 ex-colony countries and include their (log of) European settler mortality as a control for the historical origins of institutions. 26 As expected, this variable is negatively associated with the quality of current institutions (SIPI) and with output per potential worker.
In model (3-1), we find that current institutional conditions (SIPI) continue to have a positive influence on output per potential worker but the magnitude of the effect declines after controlling for historical institutions (settler mortality rate variable). In model (3-2) we find a positive effect of microeconomic competitiveness (MICRO) even after controlling for historical institutions. 27 We then test our comprehensive model (equation 1), excluding (in 3-3) and including (in 3-4) the European settler mortality variable. While the coefficients of SIPI and MFP become highly insignificant with the inclusion of settler mortality, the positive effect of MICRO remains significant (and of similar magnitude). The positive influence of microeconomic competitiveness on output per potential worker is also robust to using alternative historical institution variables (such as the extent of democracy or the extent of constraint on Executive in 1900, both sourced from Acemoglu et al., 2001) , and using the alternative microeconomic variable solely based on doing business indicators (MICRO Doing Business ). Overall the microeconomic environment of a country is more dynamic than the institutional environment, and seems to have a distinct effect on prosperity from these institutional "root causes."
The Drivers of Labor Productivity and Labor Mobilization. Our competitiveness framework focuses on output per potential worker as a broader notion of productivity that captures the productivity of the workers as well as the ability of a country to mobilize the working-age population, both important to prosperity. Countries differ greatly in these two components (see Figure 2) , and we are interested in understanding how our competitiveness dimensions relate to each of them.
In Table 4 we examine the relationship between the microeconomic and macroeconomic competitiveness dimensions and both labor mobilization and labor productivity (measured by output per worker), using a sub-sample of 108 countries for which these two dependent variables are available. Interestingly, only MICRO is significantly related to labor mobilization (model 4-1). In contrast, SIPI is significantly related to output per worker, and its effect is of similar magnitude to that of MICRO (model 4-3).
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Our overall competitiveness score is positively associated with both labor mobilization and, especially, with output per worker (models 4-2 and 4-4). 29 While a complete analysis of the separate role that each of the drivers of foundational competitiveness plays in labor mobilization versus labor productivity is beyond the scope of this 27 We also estimate models (2-1) and (2-3) for the sub-sample of ex-colonies and the estimated coefficients of SIPI and MICRO are of similar magnitude than for the full sample models. 28 While the effect of MICRO on output per worker is slightly noisy in the baseline model (4-3), this variable has a strong positive effect if we exclude SIPI. 29 The competitiveness score is computed as a weighted sum of MICRO, SIPI and MFP variables (based on the normalized weights from model 2-3; see equation 2 in Section 6). The findings reported in Table 4 are also robust to using an unweighted average of MICRO, SIPI, and MFP.
paper, we find it instructive that MICRO (which may be subject to significant influence by medium-term policy decisions or changes in corporate practice) is particularly influential in determining the overall labor force mobilization rate in a country.
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Comparing different competitiveness views. Our analysis so far has shown how the novel measures of microeconomic and macroeconomic competitiveness proposed in this paper explain the level of output per potential worker. We now compare this in Table 5 to alternative measures of competitiveness proposed in the literature: (log of) labor costs per hour in $US (both pay and non-pay costs) and current account balance (% GDP) as proxies for different versions of cost competitiveness; and manufacturing exports per capita (in $US) and high-tech exports (% of manufacturing exports) as indicators of specific sector competitiveness.
Cost competitiveness, understood as low labor costs, is sometimes seen as critical to sustain global market positions that in turn are supposed to support high prosperity. Model (5-1) shows that countries with better SIPI tend to have higher labor costs, and countries with higher levels of prosperity also tend to have higher labor costs (not reported). Irrespective of the direction of causality, these findings suggest that economic policies focusing on holding down labor costs to enhance competitiveness are fundamentally misguided. While labor market practices that drive up labor costs without enhancing productivity can be detrimental for prosperity, the focus should not be on keeping labor costs high or low per se but on labor costs relative to a country's foundational competitiveness. We explore this further below in our analysis of global attractiveness for investment (see Section 6).
Cost competitiveness, understood as favorable real exchange rates and low unit labor costs driving a current account surplus, too, is argued to be important for sustainable prosperity.
Our analysis suggests that the focus on external balance is also misguided view of competitiveness. The external balance of countries is neither related to the quality of MICRO and SIPI, nor to prosperity levels. Model (5-2) shows that the current account balance is positively influenced only by monetary and fiscal policies (MFP). Furthermore, this variable is not significantly correlated with output per capita (after controlling for country endowments).
The current account is a useful diagnostic indicator of macroeconomic policy, but not sufficient to capture the broader notion of competitiveness as a driver of sustainable levels of prosperity.
Industrial competitiveness, understood as strong exports positions in specific sectors, is also thought to be important for prosperity. We analyze industrial competitiveness as measured by (log of) manufacturing exports per capita in model (5-3) and by high-tech exports (% manufacturing exports) in model (5-4). In both specifications we find that export performance is positively related to microeconomic competitiveness, as we would expect, with no significant impact of SIPI. Export intensity in manufacturing and high-tech is also positively correlated to the levels of output per capita of a country (not reported). Export performance in selected industries is a reflection of microeconomic competitiveness, and an intermediate indication of
prosperity. But it is best understood as a symptom of strengths in specific competitiveness dimensions rather than as comprehensive measure of foundational competitiveness. Direct focus on exports independent of underlying competitiveness runs the risk of encouraging distortions and subsidies that will reduce prosperity rather than enhance it.
Assessing Foundational Competitiveness and Global Investment Attractiveness for Individual Countries
Our empirical framework provides a foundation for estimating the level of foundational competitiveness for individual countries. We construct a competitiveness score for each country within our sample by first normalizing the coefficients associated with each of the three dimensions of competitiveness (MICRO, SIPI, and MFP) so that they sum to 1.0 (e.g.,
Using the estimates from our baseline specification (model 2-3), the estimated competitiveness score for county c in year t is: Using the literature on composite indices (Kaufmann et al., 1999 (Kaufmann et al., , 2004 OECD, 2008; and Høyland et al., 2009) , we test the robustness of these scores (and rankings) in several ways.
First, the predicted competitiveness scores tend to have small standard errors and narrow confidence intervals (see Figure 5) . 31 The competitiveness scores (and its components) are also robust to the random exclusion of individual indicators, and to the exclusion of countries, years and control variables (See Tables A3 and A4 ).
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The competitiveness score thus provides a powerful summary indicator of each country's foundational medium-term competitiveness compared to peers. Significant changes in the scores over time provide revealing information about the evolution of competitiveness of countries.
While country competitiveness tends to change slowly, some countries, like China, have experienced meaningful improvements in competitiveness in recent years (especially in subcategories of MICRO).
Our framework can also evaluate the sustainability of a country's prosperity level, by looking at the gap between actual output per potential worker and the estimated competitiveness levels, and the dynamics of this gap overtime. For some countries, like Spain, and Greece, actual output per potential worker in 2008 was significantly higher than predicted given their underlying microeconomic and macroeconomic conditions and endowments (i.e., the countryyear residual from estimating equation 1 was large and positive). Prosperity levels unexplained by competitiveness or endowments may not be sustainable.
Understanding Global Investment Attractiveness
Global investment attractiveness (GIA) weighs foundational competitiveness against the cost of factor inputs, especially labor. This is revealing for understanding the flows of investment, the sustainability of a country's current prosperity, and the likely trajectory for growth and future prosperity.
To assess global investment attractiveness of individual countries, Figure 6 plots (log) labor costs per hour in US$ (pay and non-pay costs) versus country foundational competitiveness 31 We compute the standard errors of the predicted competitiveness scores (from estimating model 2-3) and build the 90% confidence interval for each country-year score. In 2010 the average width of the confidence intervals is only 0.281 (and the standard deviation is 0.173). 32 First, as explained in Section 4.2, we test the robustness of the estimated MICRO SIPI and MP categories to the random exclusion of individual indicators. We find that these measures and the overall competitiveness score are robust to excluding indicators (See Table A4 ). Second, we use the 1,500 bootstrapped coefficients from model (2-4) -based on the random changes in the set of countries and years -to compute the bootstrapped competitiveness scores of a country-year. We find that the gap between the base competitiveness score and the median bootstrapped score of a country-year is insignificant. The maximum absolute gap in the score is only 0.012. We also examine how the competitiveness score changes when randomly dropping up to all the endowment variables and the gap between the base and bootstrapped competitiveness scores is also insignificant (See Table A3 ). Interestingly, countries like Spain, Italy, and Greece, for which the current global crisis has proven current prosperity levels to be unsustainable, registered low global investment attractiveness before the crisis. For these countries, the level of actual output per potential worker was significantly higher than the output predicted given their foundational competitiveness and endowments. This mismatch can be the consequence of growth spurts due to credit-fuelled consumption and investment in non-productive areas such as residential or commercial real estate. 34 An alternative explanation for the deviation in labor costs from foundational competitiveness would be labor market regulations that keep wages above or below market clearing levels.
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To better understand the link between GIA and country dynamics, in Figure 7 we plot GIA in 2008 against the growth in output per potential worker during 2008-2010. Overall, the 2008-2010 was a period of negative growth, with a median value of -2.7% in our sample.
However, we see interesting differences in country dynamics related to GIA. This analysis, which can only be suggestive given the short time period, reveals that current GIA is positively and significantly correlated with subsequent growth. 36 Countries with high GIA tend to experience a strong positive growth, including China and India (with growth rates above 8% and 4%, respectively). In contrast, countries with low GIA tend to experience a high contraction in output with growth rates below the median value, including Italy, Spain, Ireland, and Venezuela, among others. 33 Based on the analysis in Figure 6 , we measure GIA by comparing a country's actual labor costs with the labor costs predicted by its competitiveness (i.e., the GIA score used is defined as the Expected (ln) Labor costs given competitiveness minus Actual (ln) Labor Costs) We implement this analysis for a sub sample of 60 countries for which the labor costs data is available. Further work is needed to develop a more robust measure of global attractiveness for a larger set of countries. 34 For a further discussion of the Spanish case see Delgado and Ketels (2011) . 35 This would impact the deviation of actual from expected output less strongly than overheating demand. Artificially high wages dampen output through lower employment but could also strengthen demand. A modeling of these dynamics is beyond the scope of this paper. 36 This correlation remains significant and of similar magnitude after dropping some obvious outliers (China, Latvia, and Lithuania).
These initial findings suggest that GIA is important to explaining the economic trajectory of individual countries. Further analysis is needed to fully understand the relationship between foundational competitiveness and global investment attractiveness over longer time periods, including the role of changing FDI, export activity, and wage growth. For example, a high level of global investment attractiveness should spur a process by which wages grow rapidly over time relative to growth in productivity. It is also possible that the relationship between foundational competitiveness, global investment attractiveness, and prosperity over time is non-linear (e.g.,
for sufficiently low levels of competitiveness, even a low wage level may not be sufficient to attract investment) or related to country-specific factors such as market size. We plan to investigate these relationships in more detail in future work. 
Conclusion
Competitiveness has become a central feature of the economic policy debate, as it should when it is understood as underpinning prosperity. But the competitiveness debate, both in policy and academia, remains hobbled by confusion about what the term competitiveness actually means. This paper offers a definition and framework for competitiveness that is directly linked to cross-country differences in economic performance. To explain competitiveness, we offer a comprehensive framework capturing the full range of influences, with a focus on fundamental factors that can be changed through new policies and practices.
We define foundational competitiveness as the expected level of output per working-age individual given the overall quality of a country as a place to do business. We define global investment attractiveness as factor costs relative to foundational competitiveness, which captures the economic attractiveness of a location which will drive growth and the rate of prosperity improvement.
We develop and estimate a framework for measuring foundational competitiveness that synthesizes a wide range of studies on different dimensions. It captures both macroeconomic and microeconomic underpinnings of competitiveness in three areas: social infrastructure and political institutions, monetary and fiscal policy, and microeconomic conditions. We establish a 37 Further analysis can also look at the time-series data to examine whether global attractiveness of individual countries is persistent or transitory. Our preliminary analysis, using the roughly decade-long data set we have available, indicates a significant level of persistence. Wages do adjust; see for example the recent wage growth in China. But quite often there seem to be structural factors that inhibit or at least slow this process.
positive and separate influence of each of these drivers in determining country-level differences in output per potential worker. While confirming previous findings on the role of broad institutional circumstances, we find that the microeconomic environment has a separate and robust positive effect on competitiveness, even after controlling for current and historical institutional conditions and national endowments. Our empirical analysis reveals limitations of competitiveness thinking based on cost competitiveness, external balances, and export performance in selected industries.
We offer a novel methodology for estimating a theoretically grounded and empirically validated index of national competitiveness. Current competitiveness-related rankings (e.g., Economic Forum, 2011; World Bank, 2010; Heritage Foundation, 2010) provide useful data on particular policy areas. However, other indexes lack a clear conceptual framework and suffer from inadequate aggregation procedures.
World
There are several opportunities to build in the analysis given here. First, our exploration of global investment attractiveness promises insights into the economic trajectory of particular countries that relates closely to the intuition of many practitioners about what competitiveness is.
The definition of global investment attractiveness offers a platform for further work.
Second, the relative impact of different dimensions of competitiveness on overall prosperity is likely to change during the course of economic development. In particular, we expect microeconomic conditions to be increasingly important as countries proceed to more advanced stages of development (Rostow, 1960; Porter, 1990) . Our short panel dataset makes it challenging to reliably test for these dynamics, but future additions to the data should enable further research in this direction.
Third, the national competitiveness profiles generated by our framework provide valuable input to identifying country-specific priorities in upgrading overall competitiveness. We expect improvements in individual weaknesses, which relate to 'binding constraints' (Hausmann, Rodrik and Velasco, 2005) , should have a disproportionate effect on expected output per potential worker. This will occur if the impact of one dimension of competitiveness on prosperity depends on the level of competitiveness achieved in other dimensions (Porter, 1990) .
The empirical approach here stays within the tradition of the existing literature in leaving these interaction effects outside of the analysis. However, the combination of competitiveness profiles together with data on different aspects of economic performance (e.g., labor costs, rate of business creation, TFP, and FDI) can create a powerful diagnostic tool to help identify countryspecific binding constraints for competitiveness improvement (e.g., Porter and Ketels, 2007; Hausmann et al., 2005; Ketels, 2011) .
Fourth, our analysis suggests that competitiveness is linked to both components of output per potential worker: the output per employed person and the ability of a country to mobilize the workforce. Further research could examine the separate role that each of the subcategories of foundational competitiveness plays in each of these components. Particular dimensions of the national business environment and business practices could be especially relevant for understanding the drivers of labor mobilization, a question with great salience for the policy debate in many countries.
Finally, the same competitiveness framework can be used to assess performance and at different geographic levels. This is especially important for sub-national regions, because many competitiveness factors, especially microeconomic, differ across regions within countries and result in significant differences in economic performance at this level (Porter, 2003; Gennaioli et al., 2011 , Delgado et al., 2012 . While data availability is challenging, there is an increasing realization that the sub-national level is a highly salient level of geography. Notes: Standard errors clustered by country. Bold and bold-italic numbers refer to coefficients significant at 1% and 5% levels. The sample is a set of 59 countries that were colonized (see Acemoglu et al., 2001 ). 
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